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To Our Shareholders:

The significant increase in profitability in fiscal 2003 is a clear This compares to operating earnings in the prior year of $86,000, or
reflection of the successful steps we have taken over the past 18 months $.03 per share, excluding a pre-tax charge of $1,289,000 ($825,000

— -to-manage -our businesses. in- a difficult economic and retail climate. _after tax, or $.32 per share) as required by SFAS No. 141 for amorti-

We now have the first full year of sales and earnings contribution zation of a portion of the purchase price with respect to the January
from both Topsville, an infants’ and children’s apparel business, and 2002 acquisition of Topsville, Inc.

from increased business with new and existing customers. o
Our current backlog is higher than a year ago. Sales are again

This year, in keeping with one aspect of our growth strategy, expected to increase, particularly during the first six months of fiscal
we have integrated two new licensing agreements into our existing 2004 due to seasonal patterns, and overall results for the coming
women’s sleepwear and robes business with the launch of our Vanity fiscal year are anticipated to improve further.

Fair and Charles Goodnight lines. We believe this to be a natural
We believe the investment we have made and continue to make
expansion of this business, since it follows our women’s sleepwear
in our people, processes and new businesses, should provide us with
and robes market distribution channels and utilizes much of the

o several cornerstones from which we can add to our growing business.
existing infrastructure.

We would like to thank our management team, employees
Our financial performance for the year ended june 30, 2003

and directors for their effort and dedication, and our customers and
includes net sales of $108,960,000 compared to $81,031,000 a year

stockholders for their ongoing support and confidence in Jaclyn, Inc.

earlier. The Company had net earnings of $683,000, or $.27 per share.

Qe R foled ChaoBrow ?&E

Allan Ginsburg Robert Chestnov Howard Ginsburg
Chairman of the Board President and Vice Chairman of the Board
Chief Executive Officer
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The preparation of financial statements in conformity with generally
accepted accounting principles requires the appropriate application of
accounting policies, many of which require the Company to make esti-
mates and assumptions about future events and their impact on amounts
reported in the consolidated financial statements and related notes. Since

future events and their impact cannot be determined with certainty, the

actual results will inevitably differ from its estimates. Such differences
could be material to the consolidated financial statements.

The Company believes that application of accounting policies, and
the estimates inherently required by the policies, are reasonable. These
accounting policies and estimates are periodically reevaluated, and adjust-
ments are made when facts and circumstances dictate a change. Histori-
cally, the Company has found the application of accounting policies to be
appropriate, and actual results have not differed materially from those
determined using necessary estimates.

The Company’s accounting policies are more fully described in
Note A to the consolidated financial statements. The Company has identi-
fied certain critical accounting policies that are described below.

Merchandise Inventory

The Company’s merchandise inventory is carried at the lower of cost on
a first-in, first-out basis, or market. The Company writes down its inven-
tory for estimated obsolescence or unmarketable inventory equal to the
difference between the cost of inventory and the estimated market value
based upon assumptions about future demand and market conditions. If
actual market conditions are less favorable than those projected by man-
agement, additional inventory write-downs may be required.

Allowance for Doubtful Accounts

The Company maintains allowances for doubtful accounts for estimated
losses resulting from the inability of its customers to make required pay-
ments. If the financial condition of its customers were to deteriorate,
resulting in an impairment of their ability to make payments, additional
allowances may be required.

Market Development Accruals
The Company estimates reductions to revenue for customer programs and
incentive offerings including special pricing agreements, price protection,

4

promotions and other volume-based incentives. If market conditions were
to decline, the Company may take actions to increase customer incentive
offerings possibly resulting in an incremental reduction of revenue at the
time the incentive is offered.

Finite Long-Lived Assets

In-the evaluation of the. fair value and future benefits of finite-lived assets, ..~
we perform an analysis of the anticipated undiscounted future net cash

flows of the related finite long-lived assets. If the carrying value of the

related asset exceeds the undiscounted cash flows, the carrying value is

reduced to its fair value. Various factors including future sales growth and

profit margins are included in this analysis. To the extent these future pro-

jections change, the conclusion regarding impairment may differ from the

current estimates.

Goodwill

We evaluate goodwill annually or whenever events and changes in circum-
stances suggest that the carrying amount may not be recoverable from

its estimated future cash flows. in making this assessment, management
relies on a number of factors including operating results, business plans,
economic projections, anticipated future cash flows and marketplace data.
A change in these underlying assumptions may cause a change in the
results of the tests and, as such, could cause fair value to be less than

the carrying value. In such event, we would then be required to record

a charge which would impact earnings.

Deferred Taxes

Should the Company determine that it becomes more likely than not that
it would not be able to realize all or part of its net deferred tax asset in
the future, an adjustment to the deferred tax asset would be charged to
income in the period such determination was made.

LIQUIDITY AND CAPITAL RESOURCES

The net decrease in cash and cash equivalents for the fiscal year ended
June 30, 2003 of $29.000 was the result of funds provided by operating
activities totaling $3,816,000, offset by funds used in investing activities of
$300,000 and by funds used in financing activities totaling $3,545,000. Net
cash provided by operating activities resulted primarily from a decrease in
inventory levels totaling-$1,730,000 and an increase in accounts payable

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (continued)

CONTRACTUAL OBLIGATIONS AND

COMMERCIAL COMMITMENTS

To facilitate an understanding of our contractual obligations and commer-
cial commitments, the following data is provided:

Payments Due by Period

Contractual | Within -~ 70T T T T T After
Obligations Total 1 Year 2-3 Years 4-5 Years S Years
Notes Payable $ 7,405,000 $7,405,000 $ — 3 — $ —
Mortgage

Payable 3,156,000 133,000 296,000 342,000 2,385,000
Royalties 880,000 351,000 329,000 200,000 —
Operating

Leases 2,745,000 717,000 1,051,000 823,000 154,000
Total

Contractual

Obligations  $14,186,000 $8,606,000 $1,676,000 $1,365,000 $2,539,000

Amount of Commitment Expiration Per Period

Other Total
Commercial Amounts Within After
Commitments Committed I Year 2-3 Years 4-5 Years 5 Years
Letters of Credit  $19,927,000 $19,927,000 $ — $ — $ —
Total Commercial

Commitments  $19,927,000 $19,927,000 $ — $ — $ —

RESULTS OF OPERATIONS

2003 Compared to 2002

Net sales for fiscal 2003 totaled $108,960,000, an increase of $27,929,000, or
34.5%, compared to the prior fiscal year. Sales by category were as follows:

Net sales for the Apparel category in fiscal 2003 were $82,615,000,
or $33,612,000 higher than the prior fiscal year. This 68.6% increase was
primarily due to the inclusion of a full year of net sales of Topsville in the
current year, compared with only six months of sales in the prior year.

In addition, higher levels of shipping to existing and new customers of
the women’s sleepwear and robes business, mostly during the first half
of the Company’s fiscal year, accounted for the remainder of the increase
in this category.

6

Net sales for the Handbags category in fiscal 2003 were $26,345,000,
or about 18% lower than the prior fiscal year’s total of $32,028,000.
The sales decrease mostly reflected the non-renewal of the Anne Klein
license and lower sales for the premium bag business, offset somewhat by
higher sales in the children’s handbag division.

- - —-Gross margins-were 23.4% in both fiscal 2003 and 2002. However,

the period ended June 30, 2002 includes a $389,000 expense related to
the portion of purchase costs allocated to inventory for the acquisition of
Topsville in January 2002, which had the effect of decreasing last year’s

gross margins by one-half of one percent.
Gross margins by category were as follows:

Gross margin for the Apparel category in 2003 increased to 23.9%
in 2003 from 21.9% in 2002. The 2.0% increase was primarily attributable
to better full-year margins in the children’s apparel business, acquired in
January 2002.

Gross margin for the Handbags category decreased to 21.8% in
2003 from 26.9% in 2002. This decrease was mainly due to the non-
renewal of the Anne Klein licensing business and lower competitive
margins in our premium business, offset to some extent by better
children’s handbag margins.

Shipping, selling and administrative expenses increased by $3,808,000
in fiscal 2003 (including a prior-year $900,000 charge related to the Topsville
acquisition) mainly due to volume related expenses in fiscal 2003 compared
to the prior fiscal year. However, as a percentage of net sales, shipping,
selling and administrative expenses declined to 21.7% from 24.5% in fiscal
2002, due to the relatively lower level of fixed expenses compared to

higher net sales.

Interest expense was $546,000, an increase of $253,000 from the
last fiscal year, primarily the result of interest expense associated with the
$3,250,000 mortgage financing consummated in August 2002, and also
from a greater level of borrowing needed to finance the increased volume
of business in the current fiscal year compared to fiscal 2002.

Other income was $1 1,000 for both fiscal 2003 and fiscal 2002.

Net earnings of $683,000 for the fiscal year ended June 30, 2003
compared to a net loss of $739,000 in the prior year (including an after-tax

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (continued)

not had, and is not expected to have, a material impact on our consoli-
dated financial statements.

In November 2002, the FASB issued FASB Interpretation (“FIN")
No. 45, “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others”

(“FIN"45”). FIN 45 requires that uponissuance of a guarantee, a guarantor -

must recognize a liability for the fair value of an obligation assumed under
a guarantee. FIN 45 also requires additional disclosures by a guarantor in
its interim and annual financial statements about the obligations associated
with guarantees issued. The recognition provisions of FIN 45 will be effec-
tive for any guarantees that are issued or modified after December 31,
2002. The disclosure requirement is effective for our fiscal year ended
June 30, 2003. We have evaluated the accounting provisions of the inter-
pretations and there was no material impact on our financial condition,
results of operations or cash flows for the year ended June 30, 2003.

In December 2002, the FASB issued SFAS No. 148, “Accounting for
Stock-Based Compensation” (“SFAS No. 148”). SFAS No. 148 provides
alternative methods of transition for a voluntary change to the fair value
based method of accounting for stock-based employee compensation. In
addition, SFAS No. 148 amends the disclosure requirements of FASB
Statement No. 123, “Accounting for Stock-Based Compensation” (“SFAS
No. 123”) to require more prominent and more frequent disclosures in
financial statements about the effects of stock-based compensation. SFAS
No. 148 is effective for fiscal years ending after December 31, 2002. We
will continue to account for stock-based equity compensation using the
intrinsic value method of APB Opinion 25. We are required to follow the
prescribed disclosure format and have provided the additional disclosures
required by SFAS No. 148 for the year ended June 30, 2003.

In January 2003, the FASB issued Interpretation No. 46 (“FIN 46”),
“Consolidation of Variable Interest Entities” with the objective of improving
financial reporting by companies involved with variable interest entities.
A variable interest entity is a corporation, partnership, trust, or any other
legal structure used for business purposes that either (a) does not have
equity investors with voting rights, or (b) has equity investors that do not
provide sufficient financial resources for the entity to support its activities.
Historically, entities generally were not consolidated unless the entity
was controlled through voting interests. FIN 46 changes that by requiring
a variable interest entity to be consolidated by a company if that company

8

is subject to a majority of the risk of loss from the variable interest entity’s
activities or entitled to receive a majority of the entity’s residual returns,
or both. A company that consolidates a variable interest entity is called the
“primary beneficiary” of that entity. FIN 46 also requires disclosures about
variable interest entities that a company is not required to consolidate
but in which it has a significant variable interest. The consolidation require-

ments of FIN 46 apply immediately to variable interest entities created
after January 31, 2003. The consolidation requirements of FIN 46 apply to

existing entities in the first fiscal year or interim period after january 31,

2003, regardless of when the variable interest entity was established.

We have evaluated the accounting provisions of the interpretations and

there was no material impact on our financial condition, results of opera-

tions or cash flows, since the Company is not the primary beneficiary of

any variable interest entity.

In April 2003, the FASB issued SFAS No. 149, “Amendment of
Statement |33 on Derivative Instruments and Hedging Activities.” This
statement amends and clarifies financial reporting for derivative instru-
ments, including certain derivative instruments embedded in other con-
tracts and for hedging activities. This statement is effective for contracts
entered into or modified after June 30, 2003. We are currently evaluating
the impact of adopting this statement on our consolidated financial posi-
tion and results of operations.

In May 2003, the FASB issued SFAS No. 150, “Accounting for
Certain Financial Instruments with Characteristics of Both Liabilities and
Equity.” This statement establishes standards for how a company classifies
and measures certain financial instruments with characteristics of both
liabilities and equity. This statement is effective for financial instruments
entered into or modified after May 31, 2003 and otherwise is effective at
the beginning of the first interim period beginning after June (5, 2003.
The statement will be implemented by reporting the cumulative effect of
a change in accounting principle for financial instruments created before
the issuance date of the statement and still existing at the beginning of the
period of adoption. Although we are sti

in the process of reviewing the
new statement, we believe this statement will have no material impact on
our consolidated financial statements.

Reclassifications
Certain items in prior years have been reclassified for comparative purposes.
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CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE EARNINGS (LOSS)

Years Ended June 30, 2003 2002 2001
Net sales $108,960,000 $81,031,000 $79,570,000
Cost of goods sold 83,506,000 62,083,000 61,575,000
Gross profit 25,454,000 18,948,000 17,995,000
“7"Shipping, selling and administrative expenses ™ T T cmm— - o oo T T o o e - 23,631,000 - 19,823,000 17748000 - - - o

Interest expense 546,000 293,000 234,000
Interest income (5,000) (3,000) (109,000)
Other income (11,000) (11,000) (34,000)
EARNINGS (LOSS) BEFORE INCOME TAXES 1,293,000 (1,154,000) 156,000
PROVISION (BENEFIT) FOR INCOME TAXES 610,000 (415,000) 56,000
NET EARNINGS (LOSS) $ 683,000 $ (739,0000) $ 100,000
Other comprehensive income, net of tax:

Unrealized holding loss on securities arising during period — — (5,000)
NET COMPREHENSIVE EARNINGS (LOSS) $ 683,000 3 (7390000 $ 95,000
NET EARNINGS (LOSS) PER COMMON SHARE—BASIC $ 27 0% (29) % .04
Weighted average number of shares outstanding—basic 2,521,000 2,561,000 2,610,000
NET EARNINGS (LOSS) PER COMMON SHARE—DILUTED $ 27 0% (29) % .04
Weighted average number of shares outstanding—diluted 2,547,000 2,561,000 2,644,000

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Additional  Accumulated

COMMON STOCK Paid-in ~ Comprehensive Retained TREASURY STOCK

Years Ended June 30, 2003, 2002, and 2001 Shares Amount Capital Income Earnings Shares Amount
BALANCE, JUNE 30, 2000 3,368,733  $ 3,369,000 $ 12,117,000 $ 5,000 $ 8.214,000 677,342  $ 6,848,000
Unrealized loss on-securities available--- e e L .

for sale at July 1, 2000 — — — (5,000) — — —
Net earnings — — — — 100,000 — —
Repurchase of Common Stock — — — — — 130,000 389,000
BALANCE, JUNE 30, 2001 3,368,733 3,369,000 12,117,000 — 8,314,000 807,342 7,237,000
Net loss — (739,000) — —
BALANCE, JUNE 30, 2002 3,368,733 3,369,000 12,117,000 — 7,575,000 807,342 7,237,000
Net earnings — — — — 683,000 — —
Repurchase of Common Stock — — — — — 99,711 287,000
BALANCE, JUNE 30, 2003 3,368,733  $3,369,000 $12,117,000 $ — $8,258,000 907,053 $7,524,000

The accompanying notes are an integral part of these consolidated financiaf statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Impairment or Disposal of Long-lived Assets.” This statement supersedes
SFAS No. 121, “Accounting for Impairment of Long-lived Assets and for
Finite-lived Assets to Be Disposed of.” Finite-lived assets are evaluated

for recoverability in accordance with SFAS No. 144 whenever events or
changes in circumstances indicate that an asset may have been impaired. In
evaluating an-asset for-recoverability, the-Company_estimates the future cash _
flows expected to result from the use of the asset and eventual disposition.
If the sum of the expected future cash flows (undiscounted and without
interest charges) is less than the carrying amount of the asset, an impair-
ment loss, equal to the excess of the carrying amount over the fair market
value of the asset is recognized. Management believes at this time, that
carrying value and useful lives continue to be appropriate.

Goodwill

The Company adopted Statement of Financial Accounting Standards (**SFAS™)
No. 142, “Goodwill and Other Intangible Assets” effective july I, 2001,
which changes the accounting for goodwill from an amortization method
to an “impairment only” approach. Under SFAS No. 142, goodwill is no
longer amortized, but reviewed for impairment annually or more fre-
quently if certain indicators arise. Management believes at this time, based
on the valuation process undertaken, that the carrying value continues to
be appropriate.

Stock-Based Compensation

The Company periodically grants stock options to employees. Pursuant
to Accounting Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees,)” the Company accounts for stock-based employee
compensation arrangements using the intrinsic value method. Accordingly,
no compensation expense has been recorded in the Consolidated Financial
Statements with respect to option grants. The Company has adopted
the disclosure-only provisions of Financial Accounting Standards Board
Statement No. 123, “Accounting for Stock-Based Compensation,” as
amended by Financial Accounting Standards Board Statement No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure,”
an Amendment of FASB Statement No. 123. See Note F to the Company’s
Consolidated Financial Statements. If compensation cost for the
Company’s stock option plans had been determined in accordance
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with the fair value method prescribed by SFAS No. 123, the Company’s
net earnings (loss) would have been:

June 30, 2003 2002 2001
Net earnings (loss):
As reported $683,000 $(739,000) $ 100,000
"7 Deduct: Total stock=based ——-- - - - s e e
employee compensation
expense determined under fair
value based method, net of taxes 150,000 — 222,000
Pro forma $533,000 $(739,000) $(122,000)
Basic earnings (loss) per share:
As reported $ 27 3 (29 % 04
Pro forma $ 21 % (29) % (.05)
Diluted earnings (loss) per share:
As reported $ 27 % 29y % .04
Pro forma $ 21 % (29) % (.05)

The fair value of each option grant is estimated on the date
of each grant using the Black-Scholes option-pricing model. The following
weighted average assumptions were used for grants in 2003 and 2001:
risk-free interest rate of 4.75% and 4.2; expected life of 10 years; expected
volatility of 43% and 177%; dividend yield of 0%. The fair values generated
by the Black-Scholes model may not be indicative of the future benefit,
if any, that may be received by the option holder.

Revenue Recognition

Revenue is recognized at the time merchandise is shipped or received by
a third-party consolidator, normally the same day of the shipment. Sales
returns, discounts and allowances are recorded as a component of net
sales in the period in which the related revenue is recorded. Products are
shipped directly to customers using third-party carriers. The customer
takes title and assumes the risks and rewards of ownership of the prod-
ucts when the merchandise leaves the Company’s warehouse or is
received by a third-party consolidator, as applicable.

Shipping and Handling Costs

Included in Shipping, Selling and Administrative Expenses are all shipping
and handling costs incurred by the Company. Included in revenues are all
amounts billed to a customer in a sale transaction related to shipping
and handling. Shipping and handling reimbursements included in revenue

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

that company is subject to a majority of the risk of loss from the variable
interest entity’s activities or entitled to receive a majority of the entity’s
residual returns or both. A company that consolidates a variable interest
entity is called the “primary beneficiary” of that entity. FIN 46 also requires
disclosures about variable interest entities that a company is not required
-to-consolidate but in-which-it has-a significant-variable interest. The con-._.__
solidation requirements of FIN 46 apply immediately to variable interest
entities created after January 31, 2003. The consolidation requirements of
FIN 46 apply to existing entities in the first fiscal year or interim period
after January 31, 2003, regardless of when the variable interest entity was
established. The Company has evaluated the accounting provisions of the
interpretations and there was no material impact on our financial condition,
results of operations or cash flows, since the Company is not the primary
beneficiary of any variable interest entity.

in April 2003, the FASB issued SFAS No. 149, “Amendment of State-
ment 133 on Derivative Instruments and Hedging Activities.” This statement
amends and clarifies financial reporting for derivative instruments, including

certain derivative instruments embedded in other contracts and for hedging
activities. This statement is effective for contracts entered into or modified
after June 30, 2003. The Company is currently evaluating the impact of
adopting this statement on its consolidated financial position and results
of operations.

In May 2003, the FASB issued SFAS No. 150, “Accounting for
Certain Financial Instruments with Characteristics of Both Liabilities and
Equity.” This statement establishes standards for how a company classifies
and measures certain financial instruments with characteristics of both liabil-
ities and equity. This statement is effective for financial instruments entered
into or modified after May 31, 2003 and otherwise is effective at the begin-
ning of the first interim period beginning after June 15, 2003. The statement

will be

nplemented by reporting the cumulative effect of a change in
accounting principle for financial instruments created before the issuance
date of the statement and still existing at the beginning of the period of
adoption. Although we are still in the process of reviewing the new
statement, the Company believes this statement will have no material
impact on its consolidated financial statements.

Reclassifications
Certain items in prior years have been reclassified for comparative purposes.

6

NOTE B—INVENTORIES
Inventories consist of the following;

June 30, 2003 2002
Raw material $3,874,000 $ 4,816,000
Work in process 1,506,000 1,482,000
" Finished ‘mo\mn_m‘ Tt T T I ‘A.Nwm.ooc‘ “— 5,097,000~ —
$9,665,000  $11,395,000
NOTE C—PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment is summarized as follows:
June 30, 2003 2002
Land $ 162,000 3 162,000
Buildings 1,181,000 1,181,000
Machinery and equipment 1,183,000 2,117,000
Furniture and fixtures 317,000 444,000
Leasehold improvements 1,127,000 1,054,000
Automobiles and trucks 94,000 97,000
4,064,000 5,055,000
Less: accumulated depreciation and amortization 2,917,000 3,844,000
$1,147,000 $ 1,211,000

Depreciation expense of $364,000, $341,000 and $295,000 was
recorded in 2003, 2002 and 2001, respectively.

NOTE D—COMMITMENTS AND CONTINGENCIES
The Company leases office facilities under non-cancelable leases that
expire in various years through the year 2009.

Future minimum payments under non-cancelable operating leases
with initial or remaining terms of one year or more are as follows:

Year Ended June 30, Office and Showroom Facilities

2004 $717,000
2005 553,000
2006 498,000
2007 483,000
2008 340,000
After 2008 154,000

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Stock option transactions are summarized below:

2003 2002 2001

Weighted Average Weighted Average Weighted Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price
Qutstanding—beginning of year 412,161 $3.53 422,161 $3.99 347,661 $4.09
cooo— Granted - oo oo 203000 LY — — 150,500 2.74
Forfeited (14,000) 2.86 (10,000) © 406  (76,000) T T 445 "o
Outstanding and exercisable—end of year 601,161 $2.95 412,161 $3.53 422,161 $3.99
Weighted average fair value of options granted during the year $1.75 $ — $2.74

The following table summarizes information about stock options
outstanding at june 30, 2003:

NOTE H—INCOME TAXES
The components of the Company’s tax provision (benefit) are as follows:

Options Outstanding June 30, 2003 2002 2001
Number Weighted Average Current:

Range of Qutstanding at  Remaining Contractual Weighted Average Federal $(11,000) $ — % —
Exercise Prices  June 30, 2003 * Life (Yrs.) Exercise Price State and Local 195,000 32,000 17,000
$ 1.65t0$210 201,000 8.32 $ 175 Foreign 26,000 16000 42,000
$ 2.25 to $2.89 295,500 5.49 $ 255 210,000 48,000 59,000
$ 406 to $4.13 72,500 2.60 $ 4.08 Deferred:

$ 513 4,000 343 $ 513 Federal and State 400,000 (463,000) (3,000)
$12.38 28,161 0.47 $12.38 Provision (benefit) $610,000  $(415000) $56,000
Total 601,161

NOTE G—PREFERRED STOCK

The Board of Directors of the Company has authority (without action by the
stockholders) to issue the authorized and unissued Preferred Stock in one
or more series and, within certain limitations, to determine the voting
rights, preference as to dividends and in liquidation, conversion and other
rights of each such series. No shares of Preferred Stock have been issued.

Reconciliation between the provision for income taxes computed
by applying the federal statutory rate to income before income taxes and
the actual provision for income taxes is as follows:

June 30, 2003 2002 2001
Provision (benefit) for income taxes

at statutory rate 34.0% (340)% 34.0%
State and local income taxes

net of federal tax benefit 5.7 (3.0) 5.0
Foreign tax credits 4.7 — —
Tax exempt interest — — (8.0)
Other 2.9 1.0 5.0
Effective tax rate percent 47.3% 36.0%  36.0%
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cContinued)

Other intangibles totaling $174,000, included in “Other Assets,”
consist of amounts allocated to trade names, patents and backlog relating
to the acquisition of Topsville, Inc. The Company incurred $89,000 of
amortization expense in 2003. Additional amortization expense of $10,000
will be incurred through 2011.

- -~ ~Assuming the-acquisition-was made-on July 1-2000; the-pro-forma- -- -

results would have been as follows (unaudited):

Year Ended June 30, 2003 2002 2001
Total revenues $108,960,000 $111,474,000 $104,940,000
Net earnings $ 683,000 $ 385000 $ 383,000
Basic and diluted earnings

per share $ 27 % A5 8 14

The changes in the carrying amount of goodwill during the year
ended June 30, 2003 and 2002 are as follows:

2003 2002
Balance as of beginning of year $3,342,000  $1,781,000
Goodwill acquired during the period — 1,561,000
Goodwill adjusted during the period (4,000) —
$3,338,000  $3,342,000

20

On January 19, 2001, the Company completed the acquisition of
certain assets of I. Appel Corporation, which manufactures and distributes
robes, dusters and loungewear to department stores. The aggregate pur-
chase price for the acquisition was approximately $700,000 for goodwill,
certain tangible fixed assets and including $100,000 in acquisition costs.

A total of $400,000 was paid during the year ended June 30, 200] with

the remainder to be paid in quarterly instalments through October 2002.

These amounts were paid from current working capital. The pro forma
impact of the acquisition on the Company’s operations for fiscal 2001 was
not significant.

Had the Company been accounting for its goodwill under SFAS
No. 142 for all periods presented, the Company’s net earnings (loss)
and earnings (loss) per share would have been as follows:

Year Ended June 30, 2003 2002 2001
Net earnings (loss) $683,000 $(739,000) $100,000
Goodwill amortized (net of taxes) — — 79,000
Adjusted net earnings (loss) $683,000 $(739,000) $179,000
Basic and diluted:

Earnings (loss) per share $ 27 % (29 % .04

Goodwill amortized (net of taxes) — — .03
Adjusted net earnings (lass) per share $ 27§ 29 % .07

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE K—NET EARNINGS (LOSS) PER SHARE
The Company’s calculation of Basic and Diluted Net Earnings (Loss) Per
Share are as follows:

Year Ended June 30, 2003 2002 2001

Basic Net Earnings (Loss)

Per Share: T T e
Net Earnings (Loss) $683,000

$(739,000)

Basic Weighted Average

Shares QOutstanding 2,521,000 2,561,000 2,610,000

Basic Net Earnings (Loss)
Per Common Share $

27 % 29 3 .04

Diluted Net Earnings (Loss)
Per Share:

Net Earnings (Loss) $683,000 $(739,000) $100,000

Basic Weighted Average
Shares Qutstanding
Add: Dilutive Options

2,521,000
26,000

2,561,000
@

2,610,000
34,000

Diluted Weighted Average

Shares Outstanding 2,547,000 2,561,000 2,644,000

Diluted Net Earnings (Loss)

Per Common Share $ 27 % (:29) $ .04

(a) Options are not considered part of the diluted weighted average share calculation
where there is a loss for the period, since they would be anti-dilutive.

Options to purchase 256,000 and 344,000 common shares were
outstanding as of June 30, 2003 and 2001, respectively, but were not
included in the computation of diluted earnings per share because the
exercise price of the options exceeded the average market price and
would have been anti-dilutive.

22

NOTE L—REPURCHASE OF SHARES FOR TREASURY

The Company previously announced that the Board of Directors authorized
the repurchase by the Company of up to 350,000 shares of the Company’s
Common Stock. Purchases may be made from time to time in the open
market and through privately negotiated transactions, subject to general
market and other conditions. The Company is financing these repurchases

from its own funds from operations and/6F from its bank credit facility. - — - -~ - T
As of June 30, 2003, the Company purchased 99,700 shares of its Common
Stock at a cost of approximately $287,000.

JACLYN, INC. AND SUBSIDIARIES 2003 ANNUAL REPORT
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INDEPENDENT AUDITORS” REPORT

To the Board of Directors and Stockholders of
Jaclyn, Inc.
West New York, New Jersey

= — .-~ .-~ .. We have audited the accompanying consolidated balance sheets of Jaclyn, Inc. and subsidiaries as of June 30, 2003 and 2002, and the related con-

solidated statements of operations and comprehensive earnings {loss), stockholders’ equity and cash flows for each of the three fiscal years in the vmm_oa
ended June 30, 2003. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Jaclyn, Inc. and subsidiaries as
of June 30, 2003 and 2002, and the results of their operations and their cash flows for each of the three fiscal years in the period ended June 30, 2003,
in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note | to the consolidated financial statements, the Company changed its method of accounting for goodwill and other intangible
assets as of July 1, 2001 to conform with Financial Accounting Standards Board Statement No. 142.

JUHe Tk 10

Deloitte & Touche LLP

September 24, 2003
New York, New York
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